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S t o c k  M a r k e t ,  F i n a n c i a l  R e f o r m s  a n d  E c o n o m i c  G r o w t h  i n  N i g e r i a :  
A n  E m p i r i c a l  A n a l y s i s  
D .  T .  O y e r i n d e  
1  
A .  0 .  U m o r e n  
2  
A b s t r a c t  
T h e  p a p e r  i n v e s t i g a t e s  t h e  r e l a t i o n s h i p  b e t w e e n  s t o c k  m a r k e t  a n d  e c o n o m i c  g r o w t h .  I t  
a l s o  e x a m i n e s  t h e  c o n t r i b u t i o n  o f  t h e  N i g e r i a n  S t o c k  m a r k e t  t o  t h e  r e a l  a c t i v i t y  b e f o r e  
a n d  a f t e r  t h e  i n t r o d u c t i o n  o f  f i n a n c i a l  r e f o r m s .  T h i s  p a p e r  e m p i r i c a l l y  s h o w s  t h e  l i n k  
b e t w e e n  s t o c k  m a r k e t  a n d  e c o n o m i c  g r o w t h .  T h e  s t u d y  c o v e r s  a  p e r i o d  o f  3 2 y e a r s  
( 1 9 7 0 - 2 0 0 1 }  u s i n g  t w o  d i f f e r e n t  r e g r e s s i o n s .  T h e  f i r s t  r e g r e s s i o n  c o v e r s  t h e  p e r i o d  1 9 7 0 -
1 9 8 5 :  a  p e r i o d  b e f o r e  S t r u c t u r a l  A d j u s t m e n t  P r o g r m m e  ( S A P } /  a n d  t h e  s e c o n d  r e g r e s s i o n  
c o v e r s  t h e  p e r i o d  1 9 8 6 - 2 0 0 1 :  a  p e r i o d  a f t e r  S A P .  T h e  S A P  p e r i o d  c o r r e s p o n d s  w i t h  t h e  
p e r i o d  w h e n  t h e  d e r e g u l a t i o n  o f  t h e  f i n a n c i a l  m a r k e t  w a s  i n  v o g u e  i n  t h e  N i g e r i a n  
e c o n o m y .  O r d i n a r y  L e a s t  S q u a r e s  E s t i m a t i o n  t e c h n i q u e  i s  u s e d  i n  a n a l y z i n g  t h e  d a t a .  I n  
o u r  s t u d y  w e  o b s e r v e  t h a t  s t o c k  m a r k e t  d e v e l o p m e n t  s i g n i f i c a n t l y  c o r r e l a t e s  w i t h  r e a l  
g r o s s  d o m e s t i c  p r o d u c t .  T h i s  f i n d i n g  s u g g e s t s  t h a 0  p o l i c y  m e a s u r e s  t h a t  i m p r o v e  
e f f i c i e n c y  o f  t h e  N i g e r i a n  s t o c k  m a r k e t  w o u l d  p r o m o t e  e c o n o m i c  g r o w t h .  
I n t r o d u c t i o n  
S t o c k  m a r k e t  i s  a n  i m p o r t a n t  i n s t i t u t i o n  t h a t  c o n t r i b u t e s  t o  e c o n o m i c  g r o w t h  o f  
e m e r g i n g  e c o n o m i e s .  R e c e n t  e v i d e n c e  s h o w s  t h a t  s t o c k  m a r k e t s  h a v e  p o s i t i v e  i m p a c t  o n  
e c o n o m i c  g r o w t h  ( C h a r l e s , 2 0 0 8 ) .  E c o n o m i c  g r o w t h  i n  t u r n  c a u s e s  a n  i m p r o v e m e n t  i n  t h e  
e c o n o m i c  w e l f a r e  o f  t h e  p e o p l e  a n d  a c c o m p l i s h e s  t h e  d i s t r i b u t i o n  o f  t h e  n a t i o n a l  p r o d u c t  
i n  f a v o u r  o f  t h e  p o o r .  T h i s  e x p l a i n s  w h y  m a n y  g o v e r n m e n t s  a c r o s s  t h e  w o r l d  a r e  t a k i n g  
b o l d  s t e p s  t o  d e v e l o p  t h e i r  c a p i t a l  m a r k e t s .  
T h e  s t o c k  m a r k e t  i s  a n  e s s e n t i a l  p a r t  o f  a n  e f f i c i e n t  f i n a n c i a l  s y s t e m .  T h e  m a r k e t  
p l a y s  a  k e y  r o l e  i n  t h e  d e v e l o p m e n t  o f  a  n a t i o n  ( O k e r e k e ,  2 0 0 4 : 1 ) .  M a n y  g o v e r n m e n t s  
a c r o s s  t h e  w o r l d  h a v e  c o m e  t o  a c k n o w l e d g e  t h e  i m p o r t a n t  r o l e  o f  c a p i t a l  m a r k e t s  i n  t h e  
g r o w t h  a n d  d e v e l o p m e n t  o f  t h e i r  e c o n o m i e s ;  a s  a  r e s u l t  t h e y  u n d e r t a k e  b o l d  s t e p s  t o  
d e v e l o p  t h e  m a r k e t .  T h i s  i s  s o  s i n c e  c a p i t a l  m a r k e t  i s  a  f u n d a m e n t a l  e c o n o m i c  s e c t o r  
w h i c h  m u s t  n o t  b e  n e g l e c t e d  o r  t o y e d  w i t h  d u e  t o  t h e  v a r i o u s  a t t e n d a n t  b e n e f i t s .  F o r  
i n s t a n c e ,  t h r o u g h  i t s  f u n c t i o n s ,  t h e  c a p i t a l  m a r k e t  e n a b l e s  b o t h  t h e  g o v e r n m e n t  a n d  
i n d u s t r i e s  t o  r a i s e  l o n g - t e r m  c a p i t a l  f o r  t h e  f i n a n c i n g  o f  n e w  p r o j e c t s ,  e x p a n s i o n  a n d  
m o d e r n i z a t i o n  o f  i n d u s t r i a l  c o n c e r n s .  T h e  p r i v a t e  s e c t o r  t e n d s  t o  d o m i n a t e  t h e  m a r k e t  i n  
s o m e  s e n s e .  I t  i s  r e a l l y  e x p e c t e d  t h a t  t h e  O r g a n i z e d  P r i v a t e  S e c t o r  ( O P S )  s h o u l d  b e  
b e t t e r  i n  b r i n g i n g  a b o u t  r o b u s t  e c o n o m i c  g r o w t h  a n d  d e v e l o p m e n t  w h e r e  a c t i v e  c a p i t a l  
m a r k e t  e x i s t s  e s p e c i a l l y  i n  c h a n n e l i n g  f u n d s  t h a t  b r i n g  a b o u t  e f f i c i e n t  a l l o c a t i o n  o f  
r e s o u r c e s .  
T h e  t o t a l  v a l u e  o f  s t o c k s  l i s t e d  i n  a l l  o f  t h e  w o r l d ' s  s t o c k  m a r k e t s  h a s  i n c r e a s e d  
s t u p e n d o u s l y  f r o m  $ 4 . 7  t r i l l i o n  i n  1 9 8 5  t o  $ 1 5 . 2  t r i l l i o n  i n  1 9 9 5 ,  w h i l e  t h e  s h a r e  o f  t o t a l  
w o r l d  c a p i t a l i z a t i o n  r e p r e s e n t e d  b y  t h e  e m e r g i n g  m a r k e t s  j u m p e d  f r o m  l e s s  t h a n  4  
p e r c e n t  t o  a l m o s t  1 3  p e r c e n t  d u r i n g  t h e  s a m e  p e r i o d  ( L e v i n e , 1 9 9 6 : 1 ) .  A k i n  t o  t h i s  g l o b a l  
t r e n d ,  t h e  N i g e r i a n  s t o c k  e x c h a n g e  h a s  g r o w n  g r e a t l y  w i t h  t i m e .  A c c o r d i n g  t o  B a b a t u n d e  
1  
D e p a r t m e n t  o f  A c c o u n t i n g  a n d  T a x a t i o n ,  C o l l e g e  o f  B u s i n e s s  a n d  S o c i a l  S c i e n c e s ,  C o v e n a n t  U n i v e r s i t y ,  O t a ,  O g u n  S t a t e .  
2  
D e p a r t m e n t  o f  A c c o u n t i n g  a n d  T a x a t i o n ,  C o l l e g e  o f  B u s i n e s s  a n d  S o c i a l  S c i e n c e s ,  C o v e n a n t  U n i v e r s i t y ,  O t a ,  O g u n  S t a t e .  
1 2  
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Stock Market, Financial Reforms and Economic Growth in Nigeria: An Empirical Analysis 
and Mokuolu (2005:56), this fact is emphasized by the exceptional growth of market 
capitalization and value of shares traded on the exchange by 11150.37% and 
12068.65% respectively between 1986 and 2002. The main reason for this phenomenal 
growth is that both developed and developing economies are promoting capital markets 
with the expectation that these efforts will engender faster economic growth. 
The link between capital market performance and economic growth has often 
generated strong controversy among researchers (Babatunde and Mokuolu, 2005:56). 
Some proponents assert that the capital market contributes to economic 
growth(Owolabi,2007; while critics argue that capital market is an insignificant source of 
economic growth. Pearce(1983) argues that the stock market has previously given "false 
signals" about the economy, and therefore, should not be relied on as an economic 
pointer. 
The study intends to provide empirical evidence regarding the relationship between 
capital market and economic growth in Nigeria to validate or invalidate previous studies. 
In particular, the paper will attempt to measure the impact of financial reforms on the 
Nigerian economy via the capital market between 1970 -1985 pre SAP era and 1986-
2003 post SAP era. The rest of the paper is divided into five sections. Section two briefly 
reviews relevant and related literature on Nigerian capital market and economic growth, 
while section three addresses the research methodology employed. Section four presents 
the data analyses, results and discussion; while the last part is. the summary of research 
findings and the concluding part of the paper. · 
REVIEW OF RELATED LITERATURE 
Nigerian Capital Market 
The financial market composes of the money and capital markets. The money market is 
where short term money [s sourced. while the capital market is the forum for trading and 
sourcing medium and long term funds. The Nigerian capital market is an emerging 
capital market that has prospect of growth (Gbede, 2000: 10). The capital market is 
divided into two broad sub-markets, viz: the stock market and the commodity market. 
The stock market is where shares, bonds, and derivatives are traded while the 
commodity market is where commodities such as cocoa, gold, and oil etc are traded. The 
Stock market is divided into two segments- primary and secondary markets. Nigerian 
Stock Exchange (NSE) is the very centre point of the Nigerian Capital Market; it is the 
pivot around which every activity of the capital market revolves. It gives both individual 
and Institutional participants the chance to trade or liquidate their investments. 
The origin of the Nigerian Stock Market is dated back to 1960 when it was 
incorporated as Lagos Stock Exchange. It commenced operation in Lagos on 5th June 
1961. Trading on the Lagos Stock Exchange during the early years was generally poor 
due to low rate of capital formation, poor communication and lack of responsiveness to 
the mechanics of stock exchange dealings. In 1977, the Lagos Stock Exchange was 
renamed and reconstituted into the Nigerian Stock Exchange (NSE). 
At present, there are eight branches of the Stock Exchange with Lagos branch as 
its head office. Each branch has a trading floor, and some of the floors are computerized. 
Following the commencement of Lagos Stock Exchange, Kaduna was opened in 1978; 
Port Harcourt, 1980; Kano, 1989; Onitsha, 1990; Ibadan, 1990; Abuja, 1999; Yola, 
2002; and Benin in 2005. The NSE commenced operation with only 19 securities worth 
13 
-•  
. .  
N i g e r i a n  J o u r n a l  o f  C o o p e r a t i v e  E c o n o m i c s  a n d  M a n a g e m e n t  
N 8 0 m i l l i o n  i n  1 9 6 1 ,  i n  M a r c h  2 0 0 4 ,  t h e  n u m b e r  o f  l i s t e d  s e c u r i t i e s  h a d  i n c r e a s e d  t o  2 7 0  
w i t h  a  t o t a l  m a r k e t  c a p i t a l i z a t i o n  o f  N l . 8 2  t r i l l i o n  ( E i a k a m a ,  2 0 0 4 : 1 6 ) .  T h e  N S E  i s  a  
m e d i u m  o f  c h a n n e l i n g  o f  i n t e r m e d i a t e  a n d  l o n g  t e r m  f u n d s  t o  p r o m o t e  e c o n o m i c  
a c t i v i t i e s .  I t  p r o v i d e s  a  m e c h a n i s m  f o r  m o b i l i z i n g  p r i v a t e  a n d  p u b l i c  s a v i n g s  f o r  
p r o d u c t i v e  p u r p o s e s .  T h e  r e g u l a t o r y  o r g a n  o f  t h e  s t o c k  m a r k e t  i n  N i g e r i a  i s  t h e  S e c u r i t i e s  
a n d  E x c h a n g e  C o m m i s s i o n  ( S E C ) .  I t  w a s  o r i g i n a l l y  n a m e d  t h e  C a p i t a l  I s s u e  C o m m i t t e e  a t  
i n c e p t i o n  i n  1 9 6 1  a n d  l a t e r  c h a n g e d  t o  C a p i t a l  I s s u e  C o m m i s s i o n  i n  1 9 7 3 .  S E C ' s  f u n c t i o n  
a m o n g  o t h e r s  i s  t o  d e t e r m i n e  t h e  a m o u n t  o f ,  a n d  t i m e  a t  w h i c h  s e c u r i t i e s  o f  a  c o m p a n y  
a r e  t o  b e  s o l d  t o  t h e  p u b l i c  a n d  t o  m a i n t a i n  s u r v e i l l a n c e  o v e r  s e c u r i t i e s  m a r k e t  t o  e n s u r e  
o r d e r l y ,  f a i r  a n d  e q u i t a b l e  d e a l i n g  i n  s e c u r i t i e s .  
F i n a n c i n g  I n s t r u m e n t s  i n  t h e  N i g e r i a n  C a p i t a l  M a r k e t  
T h e  N i g e r i a n  c a p i t a l  m a r k e t  o f f e r s  a n  a r r a y  o f  f i n a n c i a l  i n s t r u m e n t s  t o  m e e t  l o n g  t e r m  
f i n a n c i n g  n e e d s  o f  t h e  p u b l i c  a n d  p r i v a t e  s e c t o r s .  T h e s e  i n s t r u m e n t s  c o m p r i s e  e q u i t y ,  
d e b t s  a n d  f i n a n c i a l  d e r i v a t i v e s .  T h e  e q u i t y  m a r k e t  t r a d e s  o n  o r d i n a r y  a n d  p r e f e r e n c e  
s h a r e s .  I t  i s  t h e  c h e a p e s t  a n d  m o s t  f l e x i b l e  s o u r c e  o f  f i n a n c e .  I n  N i g e r i a ,  t h e  e q u i t y  
m a r k e t  i s  t h e  l a r g e s t ;  i t  h a s  g r o w n  s i g n i f i c a n t l y  i n  t h e  r e c e n t  t i m e s  b e c a u s e  o f  
p r i v a t i z a t i o n ,  n e w  i s s u e s  o f  l i s t e d  c o m p a n i e s  a n d  p r i c e  a p p r e c i a t i o n .  A s  a t  D e c e m b e r  
2 0 0 4 ,  o u t  o f  t h e  2 7 0  s e c u r i t i e s  a t  t h e  N S E ,  2 0 1  w e r e  e q u i t i e s  ( E i a k a m a ,  2 0 0 4 : 1 8 ) .  
T h e  d e b t  m a r k e t  t r a d e s  o n  g o v e r n m e n t  b o n d s ,  i n d u s t r i a l  l o a n s ,  d e b e n t u r e  s t o c k s  
a n d  c o r p o r a t e  b o n d s .  U n l i k e  t h e  e q u i t y  m a r k e t ,  t h e  p a t r o n a g e  o f  t h e  d e b t  m a r k e t  h a s  
b e e n  q u i t e  l o w ,  p r i n c i p a l l y  b e c a u s e  o f  u n c o m p l i m e n t a r y  p o l i c y ,  e n v i r o n m e n t  a n d  a  
p r e f e r e n c e  o f  f u n d  u s e r s  f o r  o t h e r  f o r m s  o f  f i n a n c i n g  a m o n g  o t h e r  r e a s o n s  ( O k e r e k e ,  
2 0 0 1 : 5 ) .  A s  a t  D e c e m b e r  2 0 0 4 ,  t h e r e  w e r e  1 3  F e d e r a l  G o v e r n m e n t  D e v e l o p m e n t  S t o c k s ,  
5  S t a t e  G o v e r n m e n t  B o n d s ,  4 9  I n d u s t r i a l  L o a n s  S t o c k s  a n d  2  P r e f e r e n c e  S t o c k s  
( E i a k a m a ,  2 0 0 4 :  1 8 ) .  
F i n a n c i a l  d e r i v a t i v e  i s  a  f i n a n c i a l  i n s t r u m e n t  w h i c h  d e r i v e s  i t s  v a l u e  f r o m  t h e  
v a l u e  o f  s o m e  o t h e r  f i n a n c i a l  i n s t r u m e n t  o r  v a r i a b l e .  T h r e e  b r o a d  t y p e s  e x i s t ;  t h e y  a r e  
o p t i o n ,  f u t u r e  a n d  s w a p .  T h e  d e r i v a t i v e  m a r k e t  i s  h o w e v e r  n e w  i n  N i g e r i a .  C e r t a i n  
f i n a n c i a l  d e r i v a t i v e  p r o d u c t s ,  l i k e  t r a d e d  o p t i o n s ,  a r e  s t a n d a r d i z e d  a n d  i s s u e d  b y  t h e  
N i g e r i a n  S t o c k  E x c h a n g e  t o  s o p h i s t i c a t e d  i n v e s t o r s .  O t h e r s  a r e  t r a d e d  o v e r  - t h e  -
c o u n t e r  ( O T C ) ,  (  H e r b e r t ,  2 0 0 5  :  1 1 ) .  
C a p i t a l  m a r k e t  a n d  E c o n o m i c  G r o w t h  
E c o n o m i c  g r o w t h  i s  t h e  i n c r e a s e  i n  t h e  v a l u e  o f  g o o d s  a n d  s e r v i c e s  p r o d u c e d  b y  t h e  
e c o n o m y ,  g e n e r a l l y  r e f e r r e d  t o  a s  G r o s s  D o m e s t i c  P r o d u c t  ( G D P ) (  O k i t i , 2 0 0 7 :  5 6 ) .  
A  v i r i l e  c a p i t a l  m a r k e t  i n f l u e n c e s  e c o n o m i c  g r o w t h  b e c a u s e  o f  i n t e r r e l a t i o n s h i p  b e t w e e n  
m a c r o - e c o n o m i c  s t a b i l i t y  a n d  t h e  s o u n d n e s s  o f  t h e  f i n a n c i a l  s y s t e m .  T h e  s t a b i l i t y  o f  a  
n a t i o n ' s  e c o n o m y  i s  m e a s u r e d  b y  t h e  c o n d i t i o n  o f  i t s  s t o c k  m a r k e t  b e c a u s e :  
i .  I t  s h o w s  t h e  s t a t e  o f  h e a l t h  o f  t h e  n a t i o n a l  e c o n o m y .  
i i .  I t  p r o v i d e s  a  m e a s u r e  o f  t h e  b u o y a n c y  o f  t h e  e c o n o m y  b y  t h e  e x t e n t  t o  
w h i c h  e c o n o m i c  a c t i v i t i e s  r e l y  o n  i t .  
T h e  m o s t  i m p o r t a n t  a s p e c t  o f  a  c a p i t a l  m a r k e t  i s  i n  i t s  p r o v i s i o n  o f  o p p o r t u n i t y  f o r  
t r a d i n g  o n  l o n g - t e r m  d e b t  a n d  e q u i t i e s .  I n t e r m e d i a t i o n  b e t w e e n  t h e  n e e d s  o f  f i r m s  a n d  
i n v e s t o r s  s i g n i f i e s  t h e  c o r e  f u n c t i o n  o f  c a p i t a l  m a r k e t s ,  w h i c h  b y  e x t e n s i o n ,  e n a b l e s  t h e  
f u n c t i o n i n g  o f  c a p i t a l  m a r k e t s  t o  f a c i l i t a t e :  
1 4  
S t o c k .  
•  o b t a i n i 1  
•  c o r p o r e  
•  i n v e s t n  
A t j e  a n c  
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t h e  m o s t  c r e d i b  
d e v e l o p m e n t .  T  
A d e d i p e  (2004:~ 
1 .  E n g a g e r  
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T h e y  r e 1  
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d o m e s t i  
1 1 1 .  F a c i l i t a t 1  
t h e  p u b l  
1 v .  E n c o u r a  
n e w  a n  
f a c i l i t a t i  
c a p i t a l  f  
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v i i i .  S t i m u l a t  
N i g e r i a n  
1 x .  P r o v i s i o l  
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m e c h a n  
T h e  r o l e  o f  
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e q u i t a b l e  e c o n o  
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c r i t i c a l  i n  d e t e n  
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Stock Market, Financial Reforms and Economic Growth in Nigeria: An Empirical Analysis 
• obtaining of information about the companies; 
• corporate regulation; and 
• investment risk diversification. 
Atje and Jovanovic (1993) as cited in Babatunde and Mokuolu (2005:58), found 
significant correlations between economic growth and the value of stock market for 40 
countries over the period 1980-1988. Stock market development is positively correlated 
with long run economic growth (Babatunde and Mokuolu, 2005:58). The stock market is 
the most credible source of medium and long term financing and a base for sustainable 
development. The roles of the stock market as summarized by Okeke, (2004:32) and 
Adedipe (2004:24) include the following: 
1. Engagement and mobilization of domestic savings and investment in one central 
place and thereafter providing a very efficient distribution of these resources. 
They represent an alternative to bank deposits and real estate investments; 
ii . Provision of efficient mechanisms for mobilizing medium and long- term funds for 
financing long term economic activities. To facilitate the setting up of Nigeria's 
domestic funds, foreign funds and venture capital funds; 
111. Facilitation of healthy and transparent channel for transfer of enterprises from 
the public sector to the private sector; 
iv . Encouragement of marketability of new issues by providing access to finance 
new and smaller companies. These encourage institutional development in 
facilitating the setting up of Nigeria's domestic funds, foreign funds and venture 
capital funds; 
v. Provision of better protection against inflation and currency depreciation for 
investors ; 
vi. Promotion of growth of institutional investors and various forms of institutional 
savings such as pension funds and insurance; 
vii . Facilitation of good corporate governance; 
viii. Stimulation of industrial as well as economic growth and development of the 
Nigerian economy; 
1x. Provision of market measure for returns on capital and a market mechanism for 
management changes as compared with the administrative or political 
mechanism of public sector corporations. 
The role of an efficient market cannot be over-emphasized. According to Olawale 
(2004: 7), it creates an enabling environment for a faster, sustainable and socially 
equitable economic growth. Elakama (2004:14), claims that an efficient stock market 
mobilizes and allocates greater proportion to those companies with the highest 
prospective rates of returns after giving due allowance for risk. The allocating function is 
critical in determining the overall growth of the economy. It is also a conduit for 
channeling long term funds to productive sectors. Gbede( 2000:9), narrated that an 
efficient stock market promotes the control of the economy by constituting itself into a 
stabilization agent of the government. It also performs the role of a protector to the 
investors. Ologunde et al (2006), examined the relationships between stock market 
capitalization rate and interest rate using regression. Results showed that the prevailing 




N i g e r i a n  J o u r n a l  o f  C o o p e r a t i v e  E c o n o m i c s  a n d  M a n a g e m e n t  
F i n a n c i a l  R e f o r m s  
N i g e r i a  c o m m e n c e d  e c o n o m i c  r e f o r m s  i n  1 9 8 5  k n o w n  a s  S t r u c t u r a l  A d j u s t m e n t  
P r o g r a m m e ( S A P ) .  S A P  w a s  i n t e n d e d  t o  d e a l  w i t h  t h e  u n d e r l y i n g  i m b a l a n c e s  i n  t h e  
e c o n o m y  a n d  c o n s e q u e n t l y  p a v e  w a y  f o r  s t a b l e  g r o w t h  a n d  d e v e l o p m e n t  ( C B N ,  1 9 9 3 ) .  
T h e  d e v e l o p m e n t  o f  a n  e f f i c i e n t  f i n a n c i a l  s e c t o r  w a s  c o n s i d e r e d  f u n d a m e n t a l  t o  S A P .  
H e n c e ,  i t  f o c u s e d  o n  m a r k e t  r e f o r m s  w h i c h  e n t a i l e d  a  m o v e m e n t  a w a y  f r o m  r e g u l a t i o n  
a n d  c o n t r o l s .  T h i s  f i n a n c i a l  l i b e r a t i o n  p o l i c y  h a s  h e l p e d  t h e  g r o w t h  o f  s t o c k  m a r k e t .  
B a l o g u n ( 2 0 0 7 : 3 ) ,  c l a i m e d  t h a t  f i n a n c i a l  m a r k e t s  w e r e  c o n s i d e r e d  v e r y  h e l p f u l  t o  t h e  
s u c c e s s  o f  t h e  p r o g r a m m e .  
M E T H O D O L O G Y  
M o d e l  S p e c i f i c a t i o n  
T h i s  s t u d y  a d o p t s  a  C o b b - D o u g l a s  p r o d u c t i o n  f u n c t i o n  b e c a u s e  i t  e x p l a i n s  r e l a t i o n s h i p  
b e t t e r  a n d  s p e c i f i e s  t h a t  t h e  l e v e l  o f  r e a l  g r o s s  d o m e s t i c  p r o d u c t ,  w h i c h  i s  a  m e a s u r e  o f  
e c o n o m i c  a c t i v i t y ,  i s  a  f u n c t i o n  o f  r e a l  g r o s s  d o m e s t i c  i n v e s t m e n t  a s  w e l l  a s  t h e  a c t i v i t i e s  
i n  t h e  c a p i t a l  m a r k e t .  T h i s  m a t h e m a t i c a l  s t a t e m e n t  c a n  b e  w r i t t e n  e x p l i c i t l y  a s :  
w h e r e  
R G D P  
R G I  
f  
S M C  
R G D P  =  f ( R G I , S M C )  . . . . . . . . .  ( 1 )  
=  r e a l  g r o s s  d o m e s t i c  p r o d u c t ,  
=  r e a l  g r o s s  d o m e s t i c  i n v e s t m e n t  
=  f u n c t i o n a l  r e l a t i o n s h i p ;  
=  S t o c k  m a r k e t  c a p i t a l i z a t i o n .  
T h e  f u n c t i o n a l  f o r m  o f  e q u a t i o n  ( 1 )  a b o v e  i s :  
R G D P  =  A[RGI]~' [SMC~
2 
] e  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  ( 3 )  
W h e r e  a l l  v a r i a b l e s  a r e  a s  p r e v i o u s l y  d e f i n e d  a n d  A  i s  t h e  e f f i c i e n c y  p a r a m e t e r  w h i l e  e  i s  
t h e  e r r o r  t e r m .  A d o p t i n g  a  l o g - l i n e a r  s p e c i f i c a t i o n  g i v e s  
L o g ( r g d p )  =  L o g ( A )  +  B
1
L o g ( R G I )  +  B
2
L o g ( S M C )  + l o g e  . . . . . . . . . . . . . . . . . . . . . . . .  ( 4 )  
G i v e n  t h a t  L ( A )  =  ~
0
, a n d  l o g e =  u ,  e q u a t i o n  ( 4 )  b e c o m e s  
L o g ( r g d p )  =  B o  +  B
1
l o g ( R G I )  +  B
2  
l o g ( S M C )  +  u  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  ( 5 )  
F o r  t h e  p u r p o s e  o f  t h i s  s t u d y ,  t h e  m o d e l  r e p r e s e n t e d  b y  e q u a t i o n  ( 5 )  a b o v e  w i l l  b e  
e s t i m a t e d .  M o r e o v e r ,  s i n c e  R G I  a n d  S M  a r e  n o n - n e g a t i v e  t h e  e x p e c t e d  s i g n s  o f  t h e  
c o e f f i c i e n t s  o f  e x p l a n a t o r y  v a r i a b l e s  a r e :  
~1 > 0 ;  ~2 > 0  
T e c h n i q u e  o f  A n a l y s i s  
I n  a n  a t t e m p t  t o  e s t i m a t e  t h e  m o d e l  a b o v e ,  t h e  O r d i n a r y  L e a s t  S q u a r e s  E s t i m a t i o n  
t e c h n i q u e  i s  u s e d .  M o r e o v e r ,  t w o  d i f f e r e n t  r e g r e s s i o n s  a r e  p e r f o r m e d .  T h e  f i r s t  
r e g r e s s i o n  c o v e r s  t h e  p e r i o d  1 9 7 0 - 1 9 8 5 :  a  p e r i o d  b e f o r e  S A P ,  a n d  1 9 8 6 - 2 0 0 1 :  a  p e r i o d  
a f t e r  S A P .  I n  r u n n i n g  t h e  r e g r e s s i o n ,  M I C R O F I T  4 . 1 - a n  e c o n o m e t r i c  s o f t w a r e ,  i s  u s e d .  
1 6  
~ 
M e a s u r e n  
I n  t h i s  s t u  
f o r m a t i o n  
a c t i v i t i e s  a  
m e a s u r e d ;  
T h e  main~ 
( i )  
( i i )  
( i i i  
T h  
D A T A A N j  
T a b l e  4 . 1  
e s t i m a t e d .  
t o  t h e i r  a  ~ 
s a m p l e  p e  
c o e f f i c i e n t  
b o t h  r e g r e  
o f  f r e e d o r r  
r e g r e s s i o n !  
d o m e s t i c  ~ 
a c t i v i t i e s .  
F r <  
m e a s u r e  o  
u p o n  a r e <  
a u t o c o r r e l c  
p a r a m e t e n  
N i g e r i a n  c c  
T a b l e  4 . 1  (  
* * * * * * * * "  
D e  p e n  
1 6  o b s  
* * * * * * * * "  
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c  
G I  
L S M C  
* * * * * * * * "  
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Stock Market, Financial Reforms and Economic Growth in Nigeria: An Empirical Analysis 
Measurement of Variables and Sources of Data 
In this study, the real gross domestic investment is measured as gross fixed capital 
formation deflated by the consumer price index (1984=100) while capital market 
activities are proxied by stock market capitalization. The real gross domestic product is 
measured as the nominal GDP deflated by the consumer price index (1984=100). 
The main sources of data for this study are: 
(i) Central Bank of Nigeria-Statistical Bulletin (2003); 
(ii) IMF's International Financial Statistics, online; 
(iii) The World Bank database as reported in Iyoha (2002). 
These data can be found in appendix 1. 
DATA ANALYSIS 
Table 4.1 and 4.2 below reports the result obtained when equation 5 above was 
estimated. It could be observed that the parameters of the estimated regression conform 
to their a priori expectations. Moreover, the R-squared and adjusted R-squared using the 
sample period 1970-1985 and 1986-2003 are quite high. The R-squared (which is a 
coefficient of multiple determinations) is approximately in the neighborhood of 67-87% in 
both regressions. The adjusted R-Squared, which is the R-squared corrected for degree 
of freedom is also in the neighborhood of approximately 62-78%. This implies that both 
regressions have good fits and indicate that more than 60% variation in real gross 
domestic product is explained by real gross domestic investment and capital market 
activities. 
From both regression results, it is also apparent that the D.W statistic, which is a 
measure of autocorrelation and the extent to which the regression results can be relied 
upon are approximately 2. This means that these results are free from the problem of 
autocorrelation. The values of D.W statistics also indicates that the t-ratios of estimated 
parameters can be relied upon in making valid inference about the vibrancy of the 
Nigerian capital market. 
Table 4.1 Ordinary Least Squares Estimation(1970-1985) 
************************************************************************ 
Dependent variable is LRGDP 




















S.E. of Regression 
Mean of Dependent Variable 
Residual Sum of Squares 
Akaike Info. Criterion 
OW-statistic 
.82909 R-Bar-Squared 
.12089 F-stat. F( 3, 11) 
11.3479 S.D. of Dependent Variable 
.16075 Equation Log-likelihood 









-. .  
. .  
N i g e r i a n  J o u r n a l  o f  C o o p e r a t i v e  E c o n o m i c s  a n d  M a n a g e m e n t  
T a b l e  4 . 2  O r d i n a r y  L e a s t  S q u a r e s  E s t i m a t i o n { 1 9 8 6 - 2 0 0 3  
* * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * *  
D e p e n d e n t  v a r i a b l e  i s  L R G D P  
1 8  o b s e r v a t i o n s  u s e d  f o r  e s t i m a t i o n  f r o m  1 9 8 6  t o  2 0 0 3  
* * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * *  
R e g r e s s o r  
c  
G I  
L S M C  
C o e f f i c i e n t  
8 . 1 7 1 7  
. 2 5 1 9 3  
. 0 9 3 7 3 5  
S t a n d a r d  E r r o r  
1 . 0 4 8 0  
. 1 1 1 0 6  
. 0 1 7 3 4 9  
T - R a t i o [ P r o b ]  
7 .  7 9 7 8 [  . 0 0 0 ]  
2 . 2 6 8 4 [ . 0 3 9 ]  
5 . 4 0 3 0 [ . 0 0 0 ]  
* * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * *  
R - S q u a r e d  
S . E .  o f  R e g r e s s i o n  
M e a n  o f  D e p e n d e n t  V a r i a b l e  
R e s i d u a l  S u m  o f  S q u a r e s  
A k a i k e  I n f o .  C r i t e r i o n  
O W - s t a t i s t i c  
. 6 7 2 7 5  R - B a r - S q u a r e d  . 6 2 9 1 2  
. 1 2 2 0 9  F - s t a t .  F (  2 ,  1 5 )  1 5 . 4 1 8 5 [ . 0 0 0 ]  
1 1 . 4 9 0 0  S . D .  o f  D e p e n d e n t  V a r i a b l e  . 2 0 0 4 8  
. 2 2 3 6 0  E q u a t i o n  L o g - l i k e l i h o o d  1 3 . 9 5 3 6  
1 0 . 9 5 3 6  S c h w a r z  B a y e s i a n  C r i t e r i o n  9 . 6 1 8 0  
1 . 7 3 7 9  
* * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * *  
T a b l e  4 . 1  s h o w s  t h e  r e g r e s s i o n  r e s u l t  u s i n g  1 9 7 0 - 1 9 8 5  s a m p l e .  I t  c o u l d  b e  s e e n  t h a t  
t h e r e  i s  a  p o s i t i v e  r e l a t i o n s h i p  b e t w e e n  r e a l  g r o s s  d o m e s t i c  i n v e s t m e n t  a n d  t h e  r e a l  G D P .  
T h i s  r e l a t i o n s h i p  i s  n o t  o n l y  p o s i t i v e  b u t  a l s o  s t a t i s t i c a l l y  s i g n i f i c a n t  a t  5  p e r  c e n t  l e v e l .  A  
p o s i t i v e  a n d  s i g n i f i c a n t  r e l a t i o n s h i p  a l s o  e x i s t s  b e t w e e n  c a p i t a l  m a r k e t  a c t i v i t i e s  ( p r o x i e d  
b y  s t o c k  m a r k e t  c a p i t a l i z a t i o n )  a n d  t h e  r e a l  g r o s s  d o m e s t i c  p r o d u c t .  
T o  e x a m i n e  t h e  c o n t r i b u t i o n  o f  t h e  N i g e r i a n  c a p i t a l  m a r k e t  t o  t h e  r e a l  a c t i v i t y  
b e f o r e  t h e  i n t r o d u c t i o n  o f  f i n a n c i a l  r e f o r m s ,  w e  e x a m i n e  t h e  c o e f f i c i e n t  o f  S M C  a s  w e l l  a s  
t h e  i n t e r c e p t  o f  t h e  r e g r e s s i o n .  I n  T a b l e  4 . 1 ,  c o e f f i c i e n t  o f  S M C  i s  a p p r o x i m a t e l y  0 . 0 7 1  
a n d  i m p l i e s  a  = N = 1 m  i n c r e a s e  i n  s t o c k  m a r k e t  a c t i v i t y  l e a d s  t o  = N = 0 . 0 7 1 m  i n c r e a s e  i n  
r e a l  o u t p u t  m e a s u r e d  b y  t h e  r e a l  g r o s s  d o m e s t i c  p r o d u c t .  T h e  i n t e r c e p t  o f  t h e  r e g r e s s i o n  
u s i n g  t h e  1 9 7 0 - 8 5  s e r i e s  i s  a l s o  7 . 6 5  w h i c h  i m p l i e s  t h a t  t h e  e c o n o m y ' s  p r o d u c t i v e  
e f f i c i e n c y  r e m a i n s  a t  t h i s  l e v e l .  
T a b l e  4 . 2  a l s o  r e p o r t s  t h e  r e g r e s s i o n  r e s u l t s  u s i n g  t h e  1 9 8 7 - 2 0 0 3  s a m p l e .  T h i s  
p e r i o d  c o r r e s p o n d s  w i t h  t h e  p e r i o d  w h e n  t h e  d e r e g u l a t i o n  o f  t h e  f i n a n c i a l  m a r k e t  w a s  i n  
v o g u e  i n  t h e  N i g e r i a n  e c o n o m y .  T h i s  r e s u l t  a l s o  s h o w s  t h a t  t h e r e  i s  a  p o s i t i v e  b u t  
i n s i g n i f i c a n t  r e l a t i o n s h i p  b e t w e e n  r e a l  g r o s s  d o m e s t i c  p r o d u c t  a n d  r e a l  g r o s s  d o m e s t i c  
i n v e s t m e n t .  A  p o s i t i v e  a n d  s i g n i f i c a n t  r e l a t i o n s h i p  a l s o  e x i s t s  b e t w e e n  s t o c k  m a r k e t  
a c t i v i t i e s  a n d  t h e  r e a l  g r o s s  d o m e s t i c  p r o d u c t  i n  t h i s  p e r i o d .  
W i t h  r e s p e c t  t o  t h e  c o n t r i b u t i o n  o f  t h e  c a p i t a l  m a r k e t  t o  t h e  r e a l  g r o s s  d o m e s t i c  
p r o d u c t  d u r i n g  t h e  f i n a n c i a l  d e r e g u l a t i o n  p e r i o d ,  t a b l e  4 . 2  i n d i c a t e s  t h a t  t h e  c o e f f i c i e n t  o f  
S M C  i n  t h e  r e g r e s s i o n  e q u a t i o n  f o r  t h e  s a m p l e  p e r i o d  1 9 8 6 - 2 0 0 3  i s  0 . 0 9 3 7 .  T h i s  m e a n s  
t h a t  a  = N = 1 m  i n c r e a s e  i n  s t o c k  m a r k e t  a c t i v i t y  l e d  t o  = N = 0 . 0 9 3 7 m  i n c r e a s e  i n  r e a l  
o u t p u t  m e a s u r e d  b y  t h e  r e a l  g r o s s  d o m e s t i c  p r o d u c t .  T h e  e f f i c i e n c y  p a r a m e t e r  i n  t h i s  
p e r i o d  i n c r e a s e d  b y  6 . 8 2 %  r e l a t i v e  t o  t h e  p e r i o d  b e f o r e  t h e  r e f o r m s  a n d  r e m a i n e d  a t  
8 . 1 7 2 .  
T h e  m a i n  i n f e r e n c e  t h a t  c o u l d  b e  d r a w n  f r o m  t h e  a b o v e  r e s u l t s  i s  t h a t  c a p i t a l  
m a r k e t  h a s  b e c o m e  m o r e  v i b r a n t  s i n c e  t h e  i n t r o d u c t i o n  o f  r e f o r m  m e a s u r e s  i n  t h e  
e c o n o m y .  
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Stock Market, Financial Reforms and Economic Growth in Nigeria: An Empirical Analysis 
Summary of findings 
This study has revealed that stock market is crucial to the Nigerian economy. This market 
has been a source of finance for the industrial sector as well as the public sector. With 
the introduction of financial deregulation, this study investigated the impact of this 
reform on real activity in Nigeria. The study found that real activity measured by the real 
gross domestic product has increased tremendously with the introduction of the reform. 
This means that the market has become more vibrant since 1986. This finding, however, 
does not imply that the Nigerian capital market is without some challenges. Great efforts 
are still needed to improve upon the depth and breadth of the market. 
Conclusion and Policy Measure Recommendations 
The Nigerian stock exchange has contributed enormously to the growth and development 
of Nigeria. As an emerging market, the Nigerian capital market faces numerous 
challenges as enumerated in the literature review section. To overcome these challenges 
the policy makers must work out strategies to address the challenge. In this light, we 
hereby recommend the following policy measures to improve efficiency of the Nigerian 
stock market for accelerated economic growth: 
i. The Nigerian Stock Exchange should open up for internationalization by offering 
securities, projects, marketplaces, investor safeguards that compete with those offered in 
the developed markets. This will enhance foreign investment inflow to Nigeria. 
ii. Market participants and the regulatory agencies should work as one to protect 
the integrity of the market. All fraudulent practices should be exposed and dwelt with 
appropriately, thereby boosting market reputation and stimulating international 
acceptance. This will cause an increase in the number of foreign portfolio investors and 
prompt rapid growth of the market. 
iii. Currently there is short supply of finance and support services for Nigerian small 
and medium sized enterprises (SMEs) and thus making them to suffer from low 
productivity and competitiveness. The Nigerian Capital Market should encourage more 
activities in the Second -tier Securities market by allowing SMEs to seek public 
quotations at minimal efforts. This will engender rapid economic growth and 
development. 
iv. The participants of the Nigerian capital market should promote sound corporate 
governance standards in order to assure the investors of the safety of the system. 
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Appendix 1 
Table 3.1 Data used for the regression 
Year RGDP SMC RGI 
1970 48195.4 30.2 8175.9 
1971 52565.6 40.7 10264.0 
1972 55878.3 169.3 10860.5 
1973 80814.0 194.8 19227.9 
1974 118820.1 272.6 20564.9 
1975 101241.5 313.9 26632.9 
1976 104126.2 458.3 33503.9 
1977 106487.6 618.5 33520.3 
1978 100116.2 1071.5 28655.1 
1979 108955.1 2631.6 24919.5 
1980 117334.0 4464.2 27023.6 
1981 98548.0 4970.8 22644.5 
1982 93594.0 4025.7 17666.1 
1983 83519.6 5268.0 11014.7 
1984 66462.2 5514.9 4490.5 
1985 71368.1 6670.7 5126.0 
1986 68432.8 6794.8 7337.8 
1987 92061.3 8297.6 8273.0 
1988 78740.8 10020.7 5183.2 
1989 81575.9 12848.8 6756.1 
1990 87951.2 16348.4 10616.3 
-
1991 96780.7 23124.9 10765.8 
1992 113781.5 31270.0 12320.2 
1993 91980.3 47440.0 10825.6 
1994 77163.5 66370.0 7225.7 
1995 96093.4 180310.0 5627.7 
1996 102982.2 285820.0 6482.0 
1997 99015.1 281960.0 7194.7 
1998 87821.4 262520.0 6144.4 
1999 96080.2 294105.0 5302.3 
2000 134861.0 466058.7 5329.9 
2001 128584.7 648449.5 9206.4 
2002 113208.4 747599.8 8477.3 
2003 146527.5 1324898.0 8795.6 
Sources 
(i) Central Bank of Nigeria, Statistical Bulletin(2003) 
(ii) The World Bank, See Iyoha (2002) p. 264. 
(iii) IMF's International Financial Statistics 
(iv) Nigerian Securities and Exchange Commission. 
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